07048194

QW TR

NORTH CENTRAL
BANCSHARES, INC.

Holding Company for

First Federal Savings Bank

OF IOWA

PROCESSED

V? MAR 2 6 2007

THOMSON
/' FINANCIAL

2006 ANNUAL REPORT




TABLE OF CONTENTS

MESSAGE OF THE CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER ............ 3
SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA ..ot 4
MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS ... 7
INDEX TO FINANCIAL STATEMENTS . ..ot 27
QUARTERLY RESULTS OF OPERATIONS (Unaudited} ..o, 63
MANAGEMENT OF THE HOLDING COMPANY AND THE BANK ... 68
SHAREHOLDER INFORMATION ......ooiiiiiiiir e 69

This Annual Report to Shareholders contains certain forward-looking statements consisting of estimates with
respect to the financial condition, results of operations (including noninterest expense and availability of
potential tax credits) and business of North Central Bancshares, Inc. (the "Company") that are subject to various
factors which could cause actual results to differ materially from these estimates. These factors include changes
in general, economic and market conditions, the development of an interest rate environment that adversely
affects the interest rate spread or other income anticipated from the Company's operations and investments, and
changes in depositor preferences for financial products. The Company does not undertake to update any
forward-looking statement, whether written or oral, that may be made from time to time by or on behalf of the
Company.

North Central Bancshares, Inc.
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First Federal Savings Bank of lowa
825 Central Avenue
Fort Dodge, lowa 50501
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North Central Bancshares, Inc.

825 Central Avenue * PO Box 1237
Fort Dodge, lowa 50501-1237

CHIEF EXECUTIVE OFFICER

Dear Shareholders:

We are pleased to report to you the operating results of North Central Bancshares, Inc~{“North Central
Bancshares” or the “Company”) for the year ended December 31, 2006. North Central Bancshares is the holding
company for First Federal Savings Bank of lowa (the “Bank”).

For the year ended December 31, 2006, North Central Bancshares’ net income was $4,812,000 or $3.32 diluted
earnings per share. Total shareholder return was impacted favorably by a 13.8% increase in quarterly dividends
effective April 2006. Some of our achievements during the past year include:

2006 HIGHLIGHTS
* Total assets increased 6.3% to a new high of $515.5 million.
* Net loans increased 4.4% to a new high of $449.0 million.

Increased quarterly dividends in April, 2006 to $0.33 per share, a 13.8% increase.

Repurchased a total of 151,250 shares of outstanding stock during the year
ended December 31, 2006.

Opened a new 6,000 sq. ft. full service office in West Des Moines, lowa.

With the support of our directors, officers, staff and the continuing confidence of our shareholders, we look
forward to continued success in the coming year. We remain commiited to increasing shareholder value.

Sincerely,

o, z{M7

David M. Bradley
Chairman, President and Chief Executive Officer




SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

L

The selected consolidated financial and other data of North Central Bancshares set forth below is derived in
part from, and should be read in conjunction with, the Consolidated Financial Statements and Notes thereto presented

elsewhere in this Annual Report.

Selected Consolidated Financial
Condition Data:
Total assets.......ociinnnimer e
Cash (noninterest-bearing) ............oececccence
Loans receivable, net: (1}
First mortgage loans secured
by one- to four-family
7eSIAENCES ....ceiiiriricrnerern s
First mortgage loans secured
by multifamily properties......................
First mortgage [oans secured
by commercial properties.......................
Consumer 10ans. .........ccoooovemneecrireeninnns
Total loans receivable, net.....................
Investment securities (2) ........cocoocevveenenne.
Deposits (3} .o
Bomowed funds..........cccooovnineene
Total shareholders’ equity

Selected Operating Data:
Interest income ...........ccoceee
Interest eXPeRse .......ocovvririviiiiinnnes
Net interest income beforn
provision for loan losses.......................
Provision for loan losses.........ccooecncnnnns
Net interest income after
provision for loan losses ...........ocvvrernns
Noninterest income:
Fees and service charges................c....
Abstract fees .....oovvrncncicicnnnn,
Other income ...........ccovieeererncenenns
Total noninterest income ............o.ee....
Noninterest expense:
Salaries and employee benefits.............
Premises and equipment ...............c.o....
Data processing ........ccuerecrccncecencnns
Other eXpenses............ocveeeerennerereneens
Total noninterest expense ..................
Income before income taxes......................
Income 1ax eXPeRSe .....ccvevcermrerrciniiressrrnnes
Net income ..o

At December 31,

2006 2005 2004 2003 2002
n thousands

$ 515515 $ 485,191 $ 462,735 $ 424,009 $ 403872

7.592 8,087 7.315 8,674 2,143

215,992 210,793 184,324 171,468 147,479
65,237 73,453 77,995 69,507 70,194

103,220 85,794 89,816 68.933 70,502
64,594 60,238 55,181 53.051 52971

449,043 430,278 407,316 362,959 341,146
32,461 21,260 23,710 28,297 35,859

360,330 334,338 316,334 283,964 277.000

107,908 102,444 100,975 95,005 85,026
42,192 44,279 41,534 41,592 38,748

For the Year Ended December 31,
2006 2005 2004 2003 2002
{In_thousands)

3 28,537 $ 26,272 $ 24,757 $ 25412 $ 26,965
15,415 12,607 11,367 12,342 13,911
13,122 13,665 13,390 13.070 13,054
240 260 240 255 383
12,882 13.405 13,150 12,815 12,671
4,381 4,483 3,123 2,864 2,375
1.223 1,289 1,461 1,811 1,686
1,507 776 1.476 1,910 1.668
7111 6,548 6,060 6.585 5,729
7.223 6,660 6,192 5,950 5,223
1,500 1,452 1,429 1,287 1,192
669 597 567 578 544
3.727 3,730 3,127 3.016 2,623
13,119 12,439 11,315 10,831 9,582
6,874 7.514 7.895 8,569 8.818
2,062 2,499 2,496 2,721 2,953

s . 4812 $ 5015 $§ 5399 3 9.848 $ 5865




At or For the Year Ended December 31
2006 2005 2004 2003 2002

Key Financial Ratios and Other Data:
) -

Performance Ratios; (%)
Net interest rate spread (difference between

average yield on interest-earning

assets and average cost of interest-bearing liabilities) .......... 2.56% 2.83% 3.02% 3.03% 3.15%
Net interest margin (net interest income

as a percentage of average interest-

earning assets)... 2.79 3.05 3.22 3.27 3.44
Return on average assets (net income

divided by average total assets) ...........couvrrrierneeriecnieerecnnens 0.96 1.05 1.21 1.38 1.47
Return on average equity (net income

divided by average equity)........oocooeeieriineeeccer e 11.24 11.57 12.97 14.65 15.57
Noninterest inCoMe (0 AVETAZE ASSELS .vvvivvvereirnieressesisisencrennns i42 1.37 1.36 1.55 1.43
Efficiency ratio (4)... 64.84 61.54 58.18 53.11 51.01
Noninterest expense to average assets 2.63 2.61 2.534 2.55 2.40
Net interest income after provision for

loan losses t0 NONINLEIest EXPENSES..........cecviveeeeereeee s eeeeeens 98.19 107.76 116.22 118.32 132.24
Financial Condition Ratios: (%) (5)
Equity to assets at period end...........ccooooerieiiicci e 8.18 9.13 8.98 9.81 9.59
Tangible equity to tangible assets

at period end (6) (7} ... 717 8.01 7.80 854 8.25

Average shareholders’ equlty dmded by

average total assets............ 8.57 9.09 9.35 9.40 9.42
Average tangible shareholders equ1ty lelded

by average tangible total assets (6} (7)... 7.53 7.95 8.13 8.12 8.06

Average interest-earning assets to average

interest-bearing liabilities..........cccocco oo 107.09 107.62 107.24 107.63 107.91
Asset Quality Ratios: (%) (5)
Nonaccrual [oans to total net [0ans ..............cceeceveeeencevrinenenes 0.13 0.14 0.16 0.17 0.19
Nonperforming assets to tatal assets (8) .......coooovviiivenieeennens 0.20 0.36 0.37 0.49 0.35
Allowance for loan losses as a percent of

total loans receivable at end of period..................cocovrrvrveneene. 0.77 0.76 0.77 0.86 0.90
Allowance for loan losses to nonaccrual

JOANS. ...ttt e 603.41 567.98 513.13 515.02 485.00
Per Share Data:
Book value per share... $ 30.56 $ 2937 § 2714 % 2592 § 2362
Tangible hook value per share (6) 26.49 25.46 23.28 22.24 20.03
Basic earnings per share (9) ..o 3.36 3.29 347 3.69 3.58
Diluted earnings per share (10) 3.32 3.20 334 348 3.37
Dividends declared per share............ccocovciveeie e 1.32 1.16 1.00 0.84 (.72
Dividend payout ratio ... e 0.39 0.35 0.29 0.23 0.20

{Notes on following page)




ity

@

3)

)

(%)

(6)

M

®8)

(9)

(10)

Loans receivable, net, represents total loans less discounts, loans in process, net deferred loan fees and allowance for loan losses,
plus premiums. The allowance for loan losses at December 31, 2006, 2005, 2004, 2003 and 2002 was $3.5 million, $3.3 million,
$3.2 million, $3.2 million and $3.1 million, respectively.

Includes interest-bearing cash and Federal Home Loan Bank stock.

Includes brokered certificates of deposits of $30.4 million, $4.0 million, $0.0 million, $¢.0 million and $0.0 million for the years
ended December 31. 2006, 2005, 2004, 2003 and 2002, respectively.

Efficiency ratio represents noninterest expense divided by the sum of net interest income before provision for loan losses plus
noninterest income.

Asset Quality Ratios are end of period ratios. With the exception of end of period ratios, all ratios are based on average monthly
balances during the indicated periods and are annualized where appropriate.

Tangible equity consists of stockholders’ equity less goodwill and title plant. Goodwill and title plant was $5.6 million for the
year ended December 31, 2006 and $5.9 million for each of the years ended December 31, 2005, 2004, 2003 and 2002.

Tangible assets consist of total assets less goodwill and title plant. Goodwill and title plant was $5.6 million for the year ended
December 31, 2006 and $5.9 million for each of the years ended December 31, 2005, 2004, 2003 and 2002.

Nonperforming assets consists of nonaccrual loans and foreclosed real estate.

Basic earnings per share information is calculated by dividing net income by the weighted average number of shares outstanding.
The weighted average number of shares outstanding for basic earnings per share computation for 2006, 2005, 2004, 2003 and
2002 were 1,429,912, 1,524,056, 1,554,329, 1,583,568 and 1,637,749, respectively.

Diluted earnings per share information is calculated by dividing net income by the weighted average number of shares
outstanding, adjusted for the effect of dilutive potential common shares outstanding which consists of stock options granted. The
weighted average number of shares outstanding for diluted earnings per share computation for 2006, 2005, 2004, 2003 and 2002
were 1,448,857, 1,566,848, 1,616,689, 1,679,046 and 1,739,535, respectively.




MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

North Central Bancshares, Inc. (the "Company”), an Iowa corporation, is the holding company for First
Federal Savings Bank of lIowa {the "Bank"), a federally-chartered savings bank. The principal business of the
Company consists of the operation of its wholly-owned subsidiary, the Bank.

The profitability of the Company depends primarily on its level of net interest income, which is the difference
between interest earned on the Company's interest-earning assets, consisting primarily of loans and investment
securities, and the interest paid on interest-bearing liabilities, which primarily consist of deposits and borrowed funds in
the form of advances from the Federal Home Loan Bank of Des Moines (the “FHLB”). Net interest income is a
function of the Company's interest rate spread, which is the difference between the average yield on interest-earning
assets and the average rate paid on interest-bearing liabilities, as well as a function of the average balance of
interest-earning assets as compared to interest-bearing liabilities. The Company's net income is affected by its level of
noninterest income which primarily consists of service fees and charges, abstract fees, mortgage banking income and
other income, and noninterest expense, which primarily consists of compensation and employee benefit expenses,
premises and equipment, data processing and other expenses. Net income also is affected significantly by general,
economic and competitive conditions, particularly changes in market interest rates, government policies and actions of
regulatory authorities, which events are beyond the control of the Company.

Executive Overview

The Company’s business strategy is to operate the Bank as a well-capitalized, profitable and independent
community oriented savings bank. Specifically, the Company’s business strategy incorporates the following elements:
(1) operating the Bank as a community oriented financial institution; (2) increasing loan and deposit balances in
existing branch offices as well as by establishing de novo branch offices in markets where population growth trends are
positive such as the Des Moines, lowa metropolitan area: (3) maintaining high asset quality by emphasizing investment
in residential mortgage, multifamily and commercial real estate loans and consumer loans; (4) emphasizing growth in
core deposits, which includes demand deposit, NOW, money market and savings accounts; (5) maintaining capital in
excess of regulatory requirements; (6) controlling noninterest expense; (7) managing interest rate risk exposure; and (8)
increasing noninterest income through increases in fees and service charges.

The purpose of this summary is to provide an overview of the items management focuses on when evaluating the
condition of the Company and our success in implementing our shareholder value strategy. Our shareholder value
strategy has three major themes: (1) enhancing our shareholders’ value; (2) making our retail banking franchise more
valuable; and (3} efficiently utilizing our capital.

Management believes the following points were the most important to that analysis this year:

* The Company has effectively managed its capital since the Company’s inception in 1996. Annual dividends
per share have increased from $.25 per share in 1997 to $1.32 per share in 2006. In addition, an active stock
repurchase program has consistently been used by the Company to manage capital and increase earnings per
share. Since the Company’s inception, it has repurchased 2,936,804 shares at a cost of $60.1 million as of
December 31, 2006, including 151,250 shares purchased in 2006 at a cost of $5.9 million.

* The Bank has opened new offices in market areas where population growth trends are positive. New offices
were opened in Ankeny, lowa in February 2003 and in Clive, Iowa in March, 2004. In August, 2006, the Bank
opened a new branch office in West Des Moines, [owa near Jordan Town Center Mall. These locations are in
suburbs of Des Moines, lowa, which is Iowa's largest metropolitan area. The Company will continue to
analyze de novo branch opportunities in the Des Moines metropolitan area. Noninterest expenses have
increased each year since 2003 due in part to the Company's strategy of opening de novo branch offices. We
believe that this strategy will result in long-term loan and deposit growth for the Company, but will negatively
impact short-term earnings until each de novo branch achieves profitability.




+ Consistent with the Bank's emphasis on attracting and retaining core deposits, growth in deposit fees,
including overdraft fees, continued a strong positive trend.

» The Company continues to be liability sensitive. The growth of interest-bearing liabilities primarily reflects the
growth of higher cost certificates of deposit, including brokered certificates of deposit, and borrowed funds.
Also contributing to the liability sensitivity of the Company is the continuing shift of lower cost non-maturing
deposits into higher cost short-term certificates of deposit.

« The Company began utilizing brokered certificates of deposits in 2005 as an alternative funding source. At
December 31, 2006, the Company had brokered certificates of deposit of $30.4 million, compared to $4.0
million at December 31, 2005.

« Noninterest income for the year ended December 31, 2006, included $569,000 in loan prepayment fees,
compared to $1.0 million for the year ended December 31, 2005.

» During the year ended December 31, 2005, the Company recognized an other-than-temporary impairment of
$680,000 on three Freddie Mac adjustable rate, perpetual preferred stocks that had declined in value. The
securities are investment grade securities that are held in the Company’s available-for-sale portfolio. The
Company recognized an other-than-temporary impairment on the securities based on the facts and
circumstances surrounding each of the securities at the time, including the duration and amount of the
unrealized lass, as well as the prospect for the recovery of market value within a reasonable period of time.

« Management believes that the allowance for loan losses is adequate. The allowance for loan losses to
nonaccrual loans was 603% at December 31, 2006. Net annualized charge-offs for 2006 were 0.02% of total
loans and have averaged under 0.04% of total loans for the past five years. During 2006, the Company’s total
loan portfolio increased $14.7 million, or 3.4%. This increase primarily consisted of increases in the one- to
four-family first and second mortgage real estate loans. The Company’s provision for loan losses in 2006 was
$240.000.

« The Company has lowered its effective tax rate through the use of federal Low Income Housing Tax Credits
(LIHTC). The Company owns and operates two LIHTC projects in Fort Dodge. These projects generated
$278.000 in federal income tax credits in 2006. The federal income tax credits associated with these projects
will decline to $173,000 in 2007.

» Purchases and originations of out of state real estate loans remained an integral part of the Company's business
plan. The Company has purchased and originated out of state real estate loans to supplement local mortgage
loan originations and to diversify its mortgage loan portfolio geographically.

Critical Accounting Policies

This “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and the
disclosures included within this report, are based on the Company’s audited consolidated financial statements. These
statements have been prepared in accordance with accounting principles generally accepted in the United States of
America. The financial information contained in these statements is, for the most part, based on approximate measures
of the financial effects of transactions and events that have already occurred. However, the preparation of these
statements requires management to make certain estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses.

The Company’s accounting policies are described in the “Notes to Consolidated Financial Statements.” Based
on its consideration of accounting policies that involve the most complex and subjective estimates and judgments,
management has identified its most critical accounting policies to be that related to the allowance for loan losses and
asset impairment judgments, including the recoverability of goodwill.

The allowance for loan losses is established through a provision for loan losses charged to expense. Loans are
charged against the allowance for loan losses when management believes that collectibility of the principal is unlikely.
The Company has policies and procedures for evaluating the overall credit quality of its loan portfolio, including timely
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identification of potential problem credits. On a quarterly basis, management reviews the appropriate level for the
allowance for loan losses, incorporating a variety of risk considerations, both quantitative and qualitative. Quantitative
factors include the Company’s historical loss experience, delinquency and charge-off trends, collateral values, known
information about individual loans and other factors. Qualitative factors include the general economic environment in
the Company’s market area and the expected trend of those economic conditions. To the extent that actual results
differ from forecasts and management’s judgment, the allowance for lcan losses may be greater or less than future
charge-offs,

Asset impairment judgments include evaluating the decline in fair value of available-for-sale securities below
their cost. Declines in fair value of available-for-sale securities below their cost that are deemed to be other-than-
temporary are rteflected in earnings as realized losses. In estimating other-than-temporary impairment losses,
management considers (1) the length of time and the extent to which the fair value has been less than cost, (2) the
financial condition and near-term prospects of the issuer, and (3} the intent and ability of the Company to retain its
investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

Goodwill represents the excess of the acquisition cost over the fair value of the net assets acquired in a
purchase acquisition. Goodwill is tested for impairment at least annually.

Business Strategy

The Company's current business strategy is to operate the Bank as a well-capitalized, profitable and
independent community-oriented savings bank. Generally, the Company has sought to implement this strategy
primarily by using deposits, including brokered cestificates of deposit, and advances from the FHLB as its source of
funds and maintaining a substantial part of its assets in loans secured by one- to four-family residential real estate,
multifamily real estate and commercial real estate located both inside and outside the Company's market area,
consumer and other loans and in other liquid investment securities. Specifically, the Company's business strategy
incorporates the following elements: (1) operating the Bank as a community-oriented financial institution, maintaining
a strong core customer base by providing dedicated service to the individual consumer; (2) increasing loan and deposit
balances in existing branch offices as well as by establishing de novo branch offices in markets where population
growth trends are positive such as the Des Moines, lowa metropolitan area; (3) maintaining high asset quality by
emphasizing investment in residential mortgage, multifamily and commercial real estate loans and consumer loans; (4)
emphasizing growth in core deposits, which includes demand deposit, NOW, money market and savings accounts; (5}
maintaining capital in excess of regulatory requirements; (6) controlling noninterest expense; (7) managing interest rate
risk exposure; and (8} increasing noninterest income through increases in fees and service charges.

Highlights of the Company's business strategy are as follows:

Community-Oriented Institution. The Company is committed to meeting the financial needs of the
communities in which it operates. Based in part on its participation in several different programs designed to facilitate
residential lending to low- and moderate-income households, the Bank has received an "Outstanding” as its most recent
Community Reinvestment Act rating.

Retail Deposit Base. In 2006, the Company had eleven offices located in Fort Dodge, Ames, Nevada, Perry,
Ankeny, Clive, West Des Moines, Burlington and Mount Pleasant, lowa. At December 31, 2006, 33.9% of the deposit
base, or $122.3 million, consisted of core deposits, which included money market accounts, savings accounts, NOW
accounts, and noninterest-bearing demand accounts. Core deposits are generally considered to be a more stable and
lower cost source of funds than certificates of deposit or outside borrowings. The Company continues to emphasize
growth in core deposits.

Asset Quality and Emphasis on Residential Mortgage Lending. The Company has historically emphasized
residential real estate financing. The Company expects to continue its commitment to financing the purchase,
construction or improvement of residential real estate in its market area. At December 31, 2006, 41.9% of the
Company's total assets consisted of one- to four-family residential first mortgage loans. To supplement local mortgage
loan originations and to diversify its mortgage loan portfolio geographically, the Company has originated or purchased
loans in the secondary mortgage market, with an emphasis on multifamily and commercial real estate loans, secured by
properties outside the State of lowa (the "out of state properties”). At December 31, 2006, the Company's portfolio of
loans which were either originated or purchased by the Company and secured by out of state properties totaled $135.3
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million and consisted of $15.0 million one- to four-family residential mortgage loans, or 3.3%, $54.5 million
multifamily real estate loans, or 12.0%, and $65.8 million commercial real estate loans, or 14.5%, of the Company's
total loan portfolio. At December 31, 2006, the Company's ratio of nonperforming assets to total assets was 0.20%.
The Company also invests in state and locat obligations, mortgage-backed securities, interest-earning deposits, equity
securities and FHLB stock.

Generally, the yield on mortgage loans originated and purchased by the Company is greater than that of
securities purchased by the Company. Future economic conditions and continued strong banking competition could
result in diminished lending opportunities. The Company may increase its investment in securities and in purchased
mortgage loans outside its market area.

Increasing Noninterest Income. The Company has attempted to increase its level of noninterest income from
both new and traditional lines of business to supplement net interest income. The Company generally increases
noninterest income by emphasizing growth in core deposit accounts. During the year ended December 31, 2008, fees
and service charges totaled $4.4 million, a decrease of $102,000 from the prior year. This decrease was primarily due
to a decrease in loan prepayment fees of $444,000, offset in part by an increase in fees associated with checking
accounts, including overdraft fees, of $343,000. The Company also maintains its noninterest income through
emphasizing growth in mortgage banking income, annuity and mutual fund sales, and insurance sales. In addition, the
Company currently owns abstract companies in Webster and Boone counties in Iowa, through First lowa Title Services,
Inc. {"First Iowa"), the Bank's wholly owned subsidiary. The abstract business performed by First lowa replaces the
function of a title insurance company. The Company believes that First [owa can continue to be an important source of
fee income. Noninterest income from First Towa's business for the years ended December 31, 2006 and 2005 was $1.2
and $1.3 million, respectively, offset by noninterest expense attributable to First Jowa. The decline in First Iowa’s
income was due in part to the sale of one of the Company’s three abstract offices at the end of the second quarter of
2006.

Liquidity and Interest Rate Risk Management. Management seeks to manage the Company's interest rate risk
exposure by monitoring the levels of interest rate sensitive assets and liabilities while maintaining an acceptable interest
rate spread. At December 31, 2006, total interest-bearing liabilities maturing or repricing within one year exceeded
total interest-earning assets maturing or repricing in the same period by $51.8 million, representing a one-year gap to
total assets ratio of -10.1%, compared to a -12.3% at December 31, 2005. To manage the Company’s interest rate
exposure, the Company emphasizes the origination of five- and seven-year fixed-rate mortgage loans that convert to
adjustable rates at the conclusion of their initial terms and have overall maturities of up to 30 years, and the origination
of adjustable rate home equity lines of credit and short-term consumer loans. The Company also manages its interest
rate risk and liguidity by investing in mortgage-backed, municipal and equity securities. In addition, the Company
generally sells all fixed rate one- to four-family residential loans with maturities of fifteen years or greater. See
"Discussion of Market Risk - Interest Rate Sensitivity Analysis”.

Liquidity and Capital Resources

The Company's primary sources of funds are deposits, amortization and prepayment of loans, borrowings such
as FHLB advances, brokered certificates of deposit, maturities of securities and other investments, and earnings and
funds provided from operations. While scheduled principal repayments on loans are a relatively predictable source of
funds, deposit flows and loan prepayments are greatly influenced by interest rates, economic conditions, and
competition. The Company manages the pricing of its deposits to maintain a desired deposit balance. In addition, the
Company invests in interest-earning assets, which provide liquidity to meet lending requirements. At December 31,
2006, $960,000, or 26.1% of the Company's investment portfolio excluding mortgage-backed, mutual fund and equity
securities, was scheduled to mature within one year or less, $1.9 million, or 51.1%, was scheduled to mature within one
to five years and $837,000, or 22.8%, was scheduled to mature in more than five years. At December 31, 2006,
certificates of deposit scheduled to mature in less than one year totaled $134.4 million. Based on prior experience,
management believes that a significant portion of such deposits will remain with the Company. If the Company
requires funds beyond its ability to generate them internally, borrowing agreements exist with the FHLB, which
provide an additional source of funds. The amount of eligible collateral for blanket lien pledges from the FHLB was
$201.8 million as of December 31, 2006. The Company may also use brokered certificates of deposit, up to 10% of
total assets, as an additional source of funds. For additional information about cash flows from the Company's
operating, financing and investing activities, see the Statements of Cash Flows included in the Consolidated
Financial Statements.
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At December 31, 2006, the Company had outstanding loan commitments of $3.8 million. This amount does not
include undisbursed overdraft loan privileges and the undisbursed home equity lines of credit. The Company monitors
its liquidity position and expects to have sufficient funds to meet its current funding commitments.

The main sources of liquidity for the Company are proceeds from dividends and loan repayments from the Bank
and the proceeds from stock options exercised. The main cash outflows are dividend payments to shareholders and
funds used to repurchase shares of the Company's common stock. During 2006, the Company repurchased 151,250
shares of its common stock. The Company has determined that a share repurchase program is appropriate to enhance
shareholder value. Share repurchases generally increase earnings per share, return on average assets, and return on
average equity, three performance benchmarks against which the Company and thrift holding companies are often
measured. The Company buys stock in the open market whenever the price of the stock is deemed reasonable and the
Company has funds available for the purchase. The Company's ability to pay dividends to shareholders depends
substantially on dividends and loan payments received from the Bank. The Bank may not declare or pay cash
dividends on any of its shares of common stock if the effect thereof would cause equity to be reduced below applicable
regulatory capital requirements or the amount required to be maintained for the liquidation account. For a description
of the liquidation account, see Note 17 to the Consolidated Financial Statements. Unlike the Bank, the Company is not
subject to OTS formula-based regulatory restrictions on the payment of dividends to its shareholders; however, it is
subject to the requirements of Iowa law. lowa law generally prohibits the Company from paying a dividend if either of
the following would result: (a) the Company would not be able to pay its debts as they become due in the usual course
of business; or (b) the Company's total assets would be less than the sum of its total liabilities, plus the amount that
would be needed, if the Company were to be dissolved at the time of distribution, to satisfy the preferential rights upon
dissolution of shareholders whose preferential rights are superior to those receiving the distribution.

The primary investing activities of the Company are the origination and purchase of mortgage and other loans
and the purchase of securities. During the years ended December 31, 2006, 2005 and 2004, the Company's
disbursements for loan originations and purchases totaled $153.3 million, $143.1 million and $160.2 million,
respectively. These activities were funded primarily by net deposit inflows, principal repayments on loans, proceeds
trom the sale of loans, proceeds from the maturity and call of securities, brokered certificates of deposit, and FHLB
advances. Net cash flows (used in) investing activities were $(20.0) million, $(23.1) miltion and $(42.4) million for the
years ended December 31, 2006, 2005 and 2004, respectively. Net cash flows provided by financing activities were
$24.4 million, $16.5 million and $33.2 million for the years ended December 31, 2006, 2005 and 2004, respectively.

The OTS regulations require savings associations, such as the Bank, to meet three minimum capital standards: a
tangible capital ratio requirement of 1.5% of total assets as adjusted under the OTS regulations; a leverage ratio
requirement of 3% of core capital to such adjusted total assets; and a risk-based capital ratio requirement of 8% of core
and supplementary capital to total risk-based assets. The Bank satisfied these minimum capital standards at December
31, 2006 with tangible and leverage capital ratios of 7.1% and a total risk-based capital ratio of 11.9 %. In determining
the amount of risk-weighted assets for purposes of the risk-based capital requirement, a savings association must
compute its risk-based assets by multiplying its assets and certain off-balance sheet items by risk-weights, which range
from 0% for cash and obligations issued by the United States Government or its agencies to 100% for consumer and
commercial loans, as assigned by the OTS capital regulations. These capital requirements, which are applicable to the
Bank only, do not consider additional capital held at the Company level, and require certain adjustments to
shareholders’ equity to arrive at the various regulatory capital amounts.

The table below presents the Bank's regulatory capital amounts as compared to the OTS regulatory capital
requirements at December 31, 2006:

Capital Excess
Amount Requirements Capital
(In thousands)
Tangible capital................... $ 36,174 $ 7,665 $ 28,509
Core capital ......................... 36,174 15,330 20,844

Risk-based capital ............... 39,851 28,072 11,779




Discussion of Market Risk—Interest Rate Sensitivity Analysis

As a financial institution, the Company's primary component of market risk is interest rate volatility.
Fluctuations in interest rates will ultimately impact both the level of income and expense recorded on a large portion of
the Bank's assets and liabilities, and the market value of all interest-earning assets, other than those which possess a
short term to maturity. Since all of the Company's interest-bearing liabilities and virtually all of the Company’s
interest-earning assets are located at the Bank, virtually all of the Company's interest rate risk management procedures
are performed at the Bank level. Based upon the Bank's nature of operations, the Bank is not subject to foreign
currency exchange or commodity price risk. The Bank's real estate loan portfolio, within lowa, is subject to risks
associated with the local economy. The Company has sought to diversify its loan portfolio by purchasing loans secured
by properties outside of lowa. At December 31, 2006, $135.3 million, or 29.8%, of the Company's total loan portfolio
was secured by properties outside the State of lowa, located in twenty-one states. The Bank does not own any trading
assets. At December 31, 2006, neither the Company nor the Bank had any hedging transactions in place, such as
interest rate swaps and caps.

The Company seeks to manage its interest rate risk by monitoring and controlling the variation in repricing
intervals between its assets and liabilities. To a lesser extent, the Company also monitors its interest rate sensitivity by
analyzing the estimated changes in market value of its assets and liabilities assuming various interest rate scenarios. As
discussed more fully below, there are a variety of factors which influence the repricing characteristics of any given
asset or liability.

The matching of assets and liabilities may be analyzed by examining the extent to which such assets and
liabilities are “interest rate sensitive” and by monitoring an institution's “interest rate sensitivity gap.” An asset or
liability is said to be interest rate sensitive within a specific time period if it will mature or reprice within that time
period. The “interest rate sensitivity gap” is defined as the difference between the amount of interest-earning assets
maturing or repricing within a specific time period and the amount of interest-bearing liabilities maturing or repricing
within that same time period. A gap is considered positive when the amount of interest rate sensitive assets exceeds the
amount of interest rate sensitive liabilities. A gap is considered negative when the amount of interest rate sensitive
liabilities exceeds the amount of interest rate sensitive assets. During a period of rising interest rates, a negative gap
would tend to adversely affect net interest income, while a positive gap would tend to positively affect net interest
income. Similarly, during a period of falling interest rates, a negative gap would tend to positively affect net interest
income, while a positive gap would tend to adversely affect net interest income.

The Company's policy in recent years has been to manage its exposure to interest rate risk generally by
focusing on the maturities of its interest rate sensitive assets and by emphasizing adjustable-rate mortgage loans and
short-term consumer loans, and maintaining a level of liquidity by investing in short-term interest-earning deposits and
equity securities. In addition, the Company generally sells all fixed rate one- to four-family residential loans with
maturities of fifteen years or greater.

At December 31, 2006, total interest-bearing liabilities maturing or repricing within one year exceeded total
interest-earning assets maturing or repricing in the same period by $51.8 million, representing a one-year gap ratio of
-10.1%, compared to a one-year gap ratio of -12.3% at December 31, 2005. The chief executive officer meets regularly
with the Bank's senior executive officers to review trends in deposits as well as mortgage and consumer lending
activities. The chief executive officer reports quarterly to the board of directors on interest rate risks and trends, as well
as liquidity and capital ratio requirements,

Gap Table. The following table (the “Gap Table") sets forth the amounts of interest-earning assets and
interest-bearing liabilities outstanding at December 31, 2006, which are expected to reprice or mature, based upon
certain assumptions, in each of the future time periods shown. Except as stated below, the amounts of assets and
liabilities shown that reprice or mature during a particular period were determined in accordance with the earlier of the
terms of repricing or the contractual terms of the asset or liability. Certain assumptions used in preparing the table are
set forth in the following table. Management believes that these assumptions approximate actual experience and
considers them appropriate and reasonable.
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At December 31, 2006 (1)}

Within 1-3 35 5-10 10-20 Over 20
1 Year Years Years Years Years Years Total
(Dollars in thousands}
Interest-earning assets:
First mottgage 1oans ........ccoveecrvcnenne.
Adjustable (2) ..o $ 99888 $ 117209 & 46957 § - 8 - 3 - § 264,054
Fixed (2) ... 24.845 40,045 23,625 34,870 2,468 83 125,936
Consumer and other 10aNS ................... 23,946 26,173 10,986 4,121 197 5 65,428
Investment securities (3}{4) ......cccccrvevvn. 23,187 2,100 500 862 - 2,930 29,579
Tota) interest-earning assets ................ $ (71866 $ 185527 §$_ 82068 3 39853 $ 2665 § 3018 §_ 484997
Rate sensitive liabilities:
Savings acCounts ........ccocvervvmenrercarererrees § 4217 § 6497 & 4476 $§ 6007 $ 3298 § 605 $ 25,160
NOW accounts ................ 18,365 18,859 7.485 4,438 484 5 49,636
Money market accounts... 27,403 7,285 - - - - 34,688
Certificate accounts ........c.cocovoverreeerne. 134,323 82,830 20,905 - - - 238,058
Noninterest bearing deposits ................ 12,788 - - - - - 12,788
FHLB advances and other
liabilities (5) ... 26,529 54.561 26,565 188 64 - 107,907
Total interest- beanng liabilities... $ 223685 § 170032 §_ 59431 § 10633 §$ 3846 $ 610 3 468237
Interest sensitivity gap... $ (51819 $ 15495 $ 22637 $§ 29220 $ (1.,181) $ 2,408
Cumulative interest- sensmvnty gap $ (51819 § (36324) $ (13687) $ 15533 § 14352 § 16,760
Interest sensitivity gap to total assets........ (10.05)% 3.01% 4.39% 5.67% (0.23)% 0.47%
Cumulative interest- sensilivily gap to
total assets .. (10.05) (7.05) {2.66) 3.01 2.78 3.25
Ratio of i mleresl—eanung assets to
interest-bearing liabilities ... 76.83 109.11 138.09 37480 69.29 494.75 143.58%
Cumulative ratio of interesl-eaming
assets to interest-bearing liabilities....... 76.83 90.77 96.98 103.35 103.07 103.58 103.58
Total assets.. . $ 515,515 $ 515515 § 515515 $ 515515 $ 515515 § 51551%  $ 515515
Cumulative 1nterest -earning assets ........... $ 171,866 $ 357,393 % 439461 $ 479314 % 481979 § 484997 § 484997
Cumulative interest-bearing liabilities...... $ 223,685 $ 393717 $ 453,148 § 463,781 § 467627 § 468,237 § 468,237

(1) The following assumptions were used in regard to prepayment speed for loans: (i) fixed rate commercial real estate loans and
mortgage-backed securities will prepay at 10 percent per year, (i) one- to four-family loans (both fixed rate and adjustable rate} wii]
prepay at 12 percent per year, {iii) all multifamily loans (both fixed and adjustable rate) and adjustable rate commercial real estate
loans will prepay at 15 percent per year, (iv) all second mortgage real estate loans and all other loans will prepay at 20 percent year,
Besides prepayment assumptions, the chart above also includes normal principal payments based upon the loan contractual
agreements. Savings accounts are assumed to be withdrawn at an annual rate of 17 percent. NOW accounts are assumed to be
withdrawn at an annual rate of 37 percent. Money market accounts are assumed to be withdrawn at 79 percent during the first year
with the balance being withdrawn within the one-to-three year category. These assumptions are annual percentages based on
remaining balances and should not be regarded as indicative of the actual prepayments and withdrawals that may be experienced by
the Company. Certain shortcomings are inherent in the analysis presented by the foregoing table.

(2)  Includes $2.4 million and $0.5 million in mortgage-backed securities in adjustable and fixed first mortgage loans, respectivety.

(3)  Includes other equity securities, interest-bearing deposits and FHLB stock, all of which are shown in the within-one-year category.
Components include interest-bearing deposits of $12.4 million and securities available-for-sale of $11.7 million.

4) Includes $5.0 million of FHLMC preferred stock and $1.0 million of FNMA preferred stock. $2.9 million is fixed rate and $3.1
million is adjustable rate. The fixed rate preferred stock was included in the appropriate category based upon their maturity date.
The adjustable rate preferred stock was included in the appropriate category based upon their repricing date.

(5) Includes $107.9 million of advances from the FHLB. Of these advances, $69.4 million are term advances and $38.5 million are
callable. The term advances have been categorized based upon their maturity date. Of the $38.5 million of callable advances, $28.5
million have been categorized based upon their maturity date because the interest rates on such advances are near or above current
market rates. The remaining $10.0 million callable advance was placed in the repricing category based upon its call date because
the rate on this advance was below current market rates.
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Certain shortcomings are inherent in the method of analysis presented in the above Gap Table. For example,
although certain assets and liabilities may have similar maturities or periods to repricing, they may react in different
degrees to changes in market interest rates. Also, the interest rates on certain types of assets and liabilities may
fluctuate in advance of changes in market interest rates, while interest rates on other types of assets and liabilities may
lag behind changes in market rates. Additionally, certain assets, such as adjustable-rate loans, have features which
restrict changes in interest rates both on a short-term basis and over the life of the asset. Further, in the event of
changes in interest rates, prepayment and early withdrawal levels would likely deviate significantly from those assumed
in calculating the table. Finally, the ability of many borrowers to service their adjustable-rate loans may decrease in the
event of an interest rate increase.

Net Portfolio Value Analysis. As part of its efforts to maximize net interest income and manage the risks
assocjated with changing interest rates, management uses the "net portfolio value” ("NPV") methodology which the
OTS has adopted as part of its capital regulations.

Under this methodology, interest rate risk exposure is assessed by reviewing the estimated changes in NPV
which would hypothetically occur if interest rates rapidly rise or fall along the yield curve. Projected values of NPV at
both higher and lower regulatory defined rate scenarios are compared to base case values (no change in rates) to
determine the sensitivity to changing interest rates.

Presented below, as of December 31, 2006, is an analysis of the Company's interest rate risk ("IRR") as
measured by changes in NPV for instantaneous and sustained parallel shifts of 100 basis points in market interest rates.
Such limits have been established with consideration of the impact of various rate changes and the Company’s current
capital position.

Interest Rate Sensitivity of Net Portfolio Value (NPV)1)

Net Portfolio Value NPV as % of PV of Assets
Change in Rates $ Amount $ Change % Change NPV Ratio Change
{Dollars in thousands)
+300 bp 40,161 (11,499) (22} 8.01 {184) bp
+200 bp 45,268 (6,392) (12} 8.87 (97) bp
+100 bp 49267 (2.393) (5) 9.51 (34) bp
0bp 51,660 - - 9.84 ]
-100 bp 51,601 (59 - 9.74 {10) bp
-200 bp 51,727 67 - 9.67 {17} bp

(1) Denotes rate shock used to compute interest rate risk capital component.

As is the case with the Gap Table, certain shortcomings are inherent in the methodology used in the above
interest rate risk measurements. Modeling changes in NPV require the making of certain assumptions which may or
may not reflect the manner in which actual yields and costs respond to changes in market interest rates. In this regard,
the NPV Table presented above assumes that the composition of the Company's interest sensitive assets and liabilities
existing at the beginning of a period remains constant over the period being measured and also assumnes that a particular
change in interest rates is reflected uniformly across the yield curve regardless of the duration to maturity or repricing
of specific assets and liabilities. Accordingly, although the NPV Table provides an indication of the Company's
interest rate risk exposure at a particular point in time, such measurements are not intended to and do not provide a
precise forecast of the effect of changes in market interest rates on the Company's net interest income and will differ
from actual results.

Nonperforming Assets. Loans are reviewed on a regular basis and are placed on nonaccrual status when, in the
opinion of management, the collection of additional interest is doubtful. Mortgage loans and consumer loans are placed
on nonaccrual status generally when either principal or interest is 90 days or more past due. Interest accrued and unpaid
at the time a loan is placed on nonaccrual status is charged against interest income.

Real estate acquired by the Company as a result of foreclosure, or by deed in lieu of foreclosure, is deemed
foreclosed real estate until such time as it is sold.
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When foreclosed real estate is acquired or otherwise deemed foreclosed real estate, it is recorded at the lower
of the unpaid principal balance of the related loan or its estimated fair value, less estimated selling expenses. Valuations
are periodically performed by management and any subsequent decline in fair value is charged to operations. At
December 31, 2006, the Company's foreclosed real estate consisted of 7 properties with an aggregate carrying value of

$468.,000.

Delinquent Loans. Nonaccrual Loans and Nonperforming Assets. The following table sets forth information
regarding loans on nonaccrual status and foreclosed real estate of the Company at the dates indicated. At the dates
indicated, the Company did not have any material restructured loans and did not have any loans that were ninety days

past due and still accruing interest.

At December 31
2006 2005 2004 2003 2002
(Dollars in thousands)
Nonaccrual loans and nonperforming
assets:
First mortgage loans:
One- to four-family residential........... 3 222 $ 389 $ 335 $ 414 3 434
Multifamily and commercial
properties ........ - - - - 37
Consumer loans:.................. 357 196 299 201 172
Total nonaccruat loans........c.cocoooeeee 579 585 634 615 643
Total foreclosed real estate.................... 468 1.143 1,079 1,453 769
Other nonperforming assets................... - - - - -
Total nonperforming assets ............... $§ 1047 $__ 1728 $ 1713 $ 2068 $__ 1412
Total nonaccrual loans to net loans
receivable ..o 0.13% 0.14% 0.16% 0.17% 0.19%
Total nonaccrual loans to total assets ... 0.11 0.12 0.14 0.15 0.16
Total nonperforming asseis to total
ASSELS ..o s 0.20 0.36 0.37 0.49 0.35

The following table sets forth information with respect to loans delinquent 60-89 days in the Company's

portfolio at the dates indicated.

At December 31,

2006 2005 2004 2003 2002
(In thousands)
Loans past due 60-89 days:

First mortgage loans:
One- to four-family residential.......................... $ 765 $ 1106 £ Lool % 649 $ 830
Multifamily and commercial properties - - 40 463 -

Consumer loans...........ccooiicnniinnc e 68 214 238 223 183
Total pastdue..........cccoierrcrcrrenie e § 833 § 1320 £ 1279 $ 1335 §.. 1013
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The following table sets forth information with respect to the Company's delinquent loans and other problem
assets at December 31, 2006.

At December 31, 2006

Balance Number
(Dollars in thousands)

One- to four-family first mortgage loans:

Loans 60 to 89 days delinquent.......oviniicsinnicienicnees $ 765 17

Loans 90 days or more delinquent .................c.ccccomnnmncncrennnn, 222 6
Multifamily and commercial first mortgage loans:

Loans 60 to 89 days delinquent..........c..oooiivinieeinneericneenne - -

Loans 90 days or more delinquent ....................ccoiiiinienannn - -
Consumer Loans:

Loans 60 to 89 days delinquent..............cccoorirrnnrimnninrannn 68 11

Loans 90 days or more delinquent ... 357 12
Foreclosed real BState ..o s 168 7
Other nonperforMing aSSeLS .......ovrveereeeeecciie e ressssnssnrassnssenes - -
Loans to facilitate sale of foreclosed real estate..........cccoeeeeeencia. 87 2
Special MENtion JOANS ..........occoeiiininni it e e 751 27

Classification of Assets. Federal regulations provide for the classification of loans and other assets such as
debt and equity securities considered by the OTS to be of lesser quality as "substandard,” "doubtful,” or "loss" assets.
An asset is considered "substandard" if it is inadequately protected by the current net worth and paying capacity of the
obligor or of the collateral pledged, if any. "Substandard" assets include those characterized by the “distinct
possibility" that the savings institution will sustain "some loss” if the deficiencies are not corrected. Assets classified as
"doubtful” have all of the weaknesses inherent in those classified "substandard,” with the added characteristic that the
weaknesses present make "collection or liquidation in full," on the basis of currently existing facts, conditions, and
values, "highly questionable and improbable.” Assels classified as "loss” are those considered "uncollectible” and of
such little value that their continuance as assets without the establishment of a specific loss reserve is not warranted.
Assets that do not expose the savings institution to risk sufficient to warrant classification in one of the aforementioned
categories, but which possess some weaknesses, are required to be designated "special mention” by management.
Loans designated as special mention are generally loans that, while current in required payments, have exhibited some
potential weaknesses that, if not corrected, could increase the level of risk in the future. At December 31, 2006, the
Company had $751,000 of special mention loans, consisting of ten loans secured by one- to four-family residences and
seventeen consumer loans.

The following table sets forth the aggregate amount of the Company's classified assets, which include
nonperforming loans and foreclosed real estate, at the dates indicated.

At December 31,

2006 2005 2004 2003 2002
(In thousands)
Substandard assets......ooovverervreeersniennens $ 1,038 $ 1,670 $ 1,680 $ 2,046 $ 1,361
Doubtful assets......c.ccoceviieviiceiiicee e - - - - -
LOSS @SSBIS..0eurieeriieeeeerieee e eeeeenenes 24 58 58 22 51
Total classified assets........c..covveernes $_ 1.062 $ 1728 $___1.738 $§ 2.068 § 1412

Allowance for Loan Losses. It is management's policy to provide an allowance and provision for probable
losses on the Company's loan portfolio based on management's evaluation of the prior loss experience, industry
standards, past due loans, economic conditions, the volume and type of loans in the Company's portfolio, which
includes a significant amount of multifamily and commercial loans, substantially all of which are purchased and are
collateralized by properties located outside of the Company's market area, and other factors related to the collectibility
of the Company's loan portfolio. The Company regularly reviews its loan portfolio, including problem loans, to
determine whether any loans require classification or the establishment of appropriate allowances for losses. Such
evaluation, which includes a review of all loans of which full collectibility of interest and principal may not be
reasonably assured, considers, among other matters, the estimated fair value of the underlying collateral. During 2006
the Company's total loan portfolio increased $14.7 million, or 3.4%. During the years ended December 31, 2006, 2005
and 2004 the Company's provision for loan losses were $240,000, $260,000 and $240,000, respectively. The
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Company's allowance for loan losses totaled $3.5 million, $3.3 million and $3.2 million at December 31, 2006, 2005
and 2004, respectively.

Management believes that the allowance for losses on loans is adequate. While management uses available
information to recognize losses on loans, future additions to the allowances may be necessary based on changes in
economic conditions. In addition, various regulatory agencies, as an integral part of their examination process,
periodically review the Bank’s allowances for loan losses. Such agencies may require the Bank to recognize additions
to the allowances based on their judgments about information available to them at the time of their examination.

Analysis of the Allowance for Loan Losses. The following table sets forth the analysis of the allowance for
loan losses for the periods indicated.

For the Year Ended December 31,
2006 2005 2004 2003 2002
{Dollars in thousands)

Total loans cutstanding ........................ $ 453,335 $ 438650 $ 418,841 $ 367,396 $ 344,574
Average loans outstanding ......... 447,440 424,633 389,190 358,260 337.693
Allowance balances (at begmmng of

period) ... 3,326 3.235 3,165 3.118 2,883
Provisions for losses........c.ooireninnenee 240 260 240 255 383
Charge-Offs:

First mortgage loans ..........cccoeee. 22 5 66 36 27

Consumer l0ans ........cc.ccoeevnenene 70 182 114 265 135
Recoveries:

First mortgage loans ..........cc...... - 3 2 - -

Consumer loans ...........cocoveveeeen, 19 15 8 93 14

Net charge-offs ......oevvvncnnne. 73 169 170 208 148
Allowance bhalance {at end of

Period) oo 3 3,493 £ 3.326 £ 3235 §____3.185 $__3.118
Allowance for loan losses as a percent of

total loans receivable at end of

POt .o s 0.77% 0.76% 0.77% 0.86% 0.90%
Net loans charged off as a percent of

average loans outstanding............. 0.02 0.04 0.04 0.06 0.04

Ratio of allowance for loan losses to

total nonaccrual loans at end of

period.... “ 603.41 567.98 513.13 515.02 485.00
Ratio of al]owance for loan losses to

total nonaccrual loans and foreclosed

real estate at end of period............ 333.63 192.41 188.86 153.05 220.90
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Comparison of Financial Condition as of December 31, 2006 and December 31, 2005

Total assets increased $30.3 million, or 6.3%, to $515.5 million at December 31, 2006 from $485.2 million at
December 31, 2005. The increase in assets was primarily due to increases in net loans receivable, cash and cash
equivalents, and premises and equipment, offset in part by a decrease in securities available-for-sale. Asset growth was
funded by increases in deposits, consisting primarily of brokered certificates of deposit, and FHLB advances.

Total loans receivable, net, increased by $18.8 million, or 4.4%, to $449.0 million at December 31, 2006 from
$430.3 million at December 31, 2005, primarily due to the origination of $46.2 million of first mortgage loans secured
by one- to four-family residences, the origination of $16.3 million of first mortgage loans secured by commercial real
estate, the origination of $9.7 million of first mortgage loans secured by multifamily residences; the purchase of first
mortgage loans secured by one- to four-family residences, multifamily residences and commercial real estate of $40.4
million; and the origination of $28.8 million of second mortgage loans during the year ended December 31, 2006.
These originations and purchases were offset in part by payments and prepayments of $119.2 million and sales of loans
of $19.2 million during the year ended December 31, 2006. The Company sells substantially all fixed-rate loans with
maturities of 15 years or more in the secondary mortgage market in order to reduce interest rate risk. Cash and cash
equivalents increased $11.4 million, or 131.7%, to $20.0 million at December 31, 2006 from $8.6 million at December
31, 2005. The increase in cash and cash equivalents was primarily due to large commercial loan payoffs in December.
Premises and equipment, net, increased by $1.7 million, or 15.2%, to $12.6 million at December 31, 2006 from $11.0
million at December 31, 2005. The increase in premises and equipment was primarily due to the construction costs
associated with the construction of a new branch office located at the Jordan Creek Town Center in West Des Moines,
Jowa and the expansion of the Crossroads branch in Fort Dodge, lowa. Securities available-for-sale decreased
$904,000, or 5.8%, to $14.6 million at December 31, 2006 from $15.5 million at December 31, 2005. The decrease in
securities available-for-sale consisted primarily of a decrease in investments in mortgage-backed securities, offset in
part by an increase in investments in municipal securities and an increase in unrealized gains. Proceeds of such calls,
payments and maturities were used to fund loan growth.

Deposits increased $26.0 million, or 7.8%, to $360.3 million at December 31, 2006 from $334.3 million at
December 31, 2005, primarily reflecting an increase in certificates of deposit, offset in part by decreases in money
market and savings account balances. The increase in certificates of deposit is primarily due to the utilization of
brokered certificates of deposit, which increased $26.4 million, to $30.4 million at December 31, 2006. Borrowed
funds, primarily FHLB advances, increased $5.5 million, or 5.3%, to $107.9 million at December 31, 2006 from $102.4
million at December 31, 2005. The increases in the deposits and borrowed funds were used to fund loan growth.

Total shareholders' equity decreased $2.1 million, or 4.7%, to $42.2 million at December 31, 2006 from $44.3
million at December 31, 2005, primarily due to stock repurchases and declared dividends, offset in part by earnings, the
exercise of stock options, and an increase in unrealized gain on securities available-for-sale.

Comparison of Financial Condition as of December 31, 2005 and December 31, 2004

Total assets increased $22.5 million, or 4.9%, to $485.2 million at December 31, 2005 from $462.7 million at
December 31, 2004. The increase in assets was primarily due to increases in net loans receivable, premises and
cquipment, and cash and cash equivalents, offset in part by a decrease in securities available-for-sale. Asset growth
was funded by increases in deposits and FHLB advances.

Total loans receivable, net, increased by $23.0 million, or 5.6%, to $430.3 million at December 31, 2005 from
$407.3 million at December 31, 2004, primarily due to the origination of $74.6 million of first mortgage loans secured
by one- to four-family residences, originations of $8.5 million of first mortgage loans secured by commercial real
estate, purchases of first mortgage loans primarily secured by one- to four-family residences, multifamily residences
and commercial real estate of $24.0 million, and originations of $24.8 million of second mortgage loans during the year
ended December 31, 2005. These originations and purchases were offset in part by payments and prepayments of
$103.0 million and sales of loans of $19.5 million during the year ended December 31, 2005. The Company sells
substantially all fixed-rate loans with maturities in excess of 15 years in the secondary mortgage market in order to
reduce interest rate risk. Premises and equipment, net, increased by $1.1 million, or 10.8%, to $11.0 million at
December 31, 2005 from $9.9 million at December 31, 2004. The increase in premises and equipment was primarily
due to the initial construction costs associated with the construction of a new branch office located at the Jordan Creek
Town Center in West Des Moines, lowa and the expansion of the Crossroads branch in Fort Dodge, lowa. Cash and
cash equivalents increased $721,000, or 9.1%, to $8.6 million at December 31, 2005 from $7.9 million at December 31,

21




2004. Securities available-for-sale decreased $2.6 million, or 14.4%, to $15.5 million at December 31, 2005 from
$18.1 million at December 31, 2004, primarily due to calls, payments and maturities of mortgage-backed and municipal
securities. Proceeds of such calls, payments and maturities were used to fund loan growth.

Deposits increased $18.0 million, or 5.7%, to $334.3 million at December 31, 2005 from $316.3 million at
December 31, 2004, primarily reflecting increases in checking accounts, NOW accounts, and certificates of deposit,
offset in part by decreases in savings accounts and money market accounts. The increase in deposits is due primarily to
management's pricing strategies, continued marketing efforts, and the utilization of brokered certificates of deposit. In
2005, the Company began issuing brokered certificates of deposit. At December 31, 2005, the Company had $4.0
million of brokered certificates of deposit. Borrowed funds, primarily FHLB advances, increased $1.5 million, or
1.5%, to $102.4 million at December 31, 2005 from $101.0 million at December 31, 2004. The increases in the
deposits and borrowed funds were used to fund loan growth.

Total shareholders' equity increased $2.8 million, or 6.6%, to $44.3 million at December 31, 2005 from $41.5
million at December 31, 2004, primarily due to earnings, the exercise of stock options, and a decrease in unrealized
loss on securities available-for-sale, offset in part by stock repurchases and declared dividends.

Comparison of Results of Operations for the Years Ended December 31, 2006 and 2005

Net Income. Net income decreased by $203,000, or 4.1%, to $4.8 million for the year ended December 31,
2006, compared to $5.0 million for the year ended December 31, 2005. Net income is primarily dependent on net
interest income, noninterest income, noninterest expense and income tax expense. The decrease in net income was
primarily due to a decrease in net interest income and an increase in noninterest expense, offset in part by an increase in
noninterest income,

Net Interest Income. Net interest income before provision for loan losses decreased by $543,000, or 4.0%, to
$13.1 million for the year ended December 31, 2006 from $13.7 million for the year ended December 31, 2005. The
decrease is due to an increase in the average balance of interest-bearing liabilities and an increase in the average cost of
funds, offset in part by an increase in the average balance of interest-earning assets and an increase in the yield on
interest-earning assets. The interest rate spread (i.e., the difference in the average yield on assets and average cost of
liabilities) decreased to 2.56% for the year ended December 31, 2006 from 2.83% for the year ended December 31,
2005. The decrease in interest rate spread reflects the increase in the overall cost of interest-bearing liabilities, offset in
part by an increase in the yield on interest-earning assets. The increase in the cost of interest-bearing liabilities
primarily reflects the repricing of interest-bearing liabilities at higher current market interest rates and the growth of
interest-bearing liabilities in higher cost certificates of deposit and borrowed funds. Also contributing to the increase of
the cost of funds is the continuing shift of lower cost non-maturing deposits into higher cost short-term certificates of
deposit.

Interest Income. Interest income increased by $2.3 million, or 8.6%, to $28.5 million for the year ended
December 31, 2006, compared to $26.3 million for the year ended December 31, 2005. The increase in interest income
was due to increases in the average balance of interest-earning assets and the average yield on interest-earning assets.
The average balance of interest-earning assets increased $21.5 million, or 4.8%, to $469.8 million for the year ended
December 31, 2006, from $448.4 million for 2005. The increase in the average balance of interest-earning assets
primarily reflects increases in the average balances of first mortgage loans and consumer loans. The increases in first
mortgage loans and consumer loans were primarily derived from the origination of $46.2 million of first mortgage
loans secured by one- to four-family residences, the origination of $16.3 million of first mortgage loans secured by
commercial real estate, the origination of $9.7 million of first mortgage loans secured by multifamily residences:; the
purchase of first mortgage loans secured by one- to four-family residences, multifamily residences, and commercial
real estate of $40.4 million; and the origination of $28.8 million of second mortgage loans, which originations and
purchases were offset in part by payments and prepayments of $119.2 million and sales of loans of $19.2 million
during the year ended December 31, 2006. This reflects the Company's continued emphasis on residential lending. See
“-Business Strategy.” The average yield on interest-earning assets increased to 6.07% for the year ended December 31,
2006, from 5.86% for the year ended December 31, 2005. The increase in the average yield on interest-earning assets
was primarily due to loan growth at rates generally higher than portfolio rates and the repricing of adjustable rate loans
within the portfolio at generally higher current market interest rates.

Interest Expense. Interest expense increased by $2.8 million, or 22.3%, to $15.4 million for the year ended
December 31, 2006, compared to $12.6 million for the year ended December 31, 2005. The increase in interest
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expense was due to an increase in the average cost of funds and an increase in the average balance of interest-bearing
liabilities. The average cost of funds increased to 3.51% for the year ended December 31, 2006 from 3.03% for the
year ended December 31, 2005, due to an increase in the current market interest rates, a shift of core deposits into
higher cost certificates of deposits, and an increase in certificates of deposit and borrowed funds. The average balance
of interest-bearing liabilities increased $22.1 million, or 5.3%, to $438.8 million for the year ended December 31, 2006
from $416.6 million for 2005. The increase in the average balance of interest-bearing liabilities primarily reflects an
increase in the average balances of certificates of deposit and borrowed funds, offset in part by a decrease in the
average balance of money market and savings accounts. The increase in certificates of deposit is primarily due to the
Company’s utilization of brokered certificates of deposit, which increased $26.4 million, to $30.4 million at December
31, 2006. Borrowed funds, primarily FHLB advances, increased $5.5 million, or 5.3%, to $107.9 million at December
31, 2006 from $102.4 million at December 31, 2005. The increase in interest-bearing liabilities was used to fund asset
growth.

Provision for Loan Losses. The Company’s provision for loan losses was $240,000 and $260,000 for the years
ended December 31, 2006 and December 31, 2005, respectively. The Company establishes provisions for loan losses,
which are charged to operations, in order to maintain the allowance for loan losses at a level which is deemed to be
appropriate based upon an assessment of prior loss experience, industry standards, past due loans, economic conditions,
the volume and type of loans in the Company's portfolio, which includes a significant amount of multifamily and
commercial real estate loans, substantially all of which are purchased and are secured by properties located out of state,
and other factors related to the collectibility of the Company's loan portfolio. During 2006, the Company's total loan
postfolio increased $14.7 million, or 3.4%. This increase primarily consisted of increases in commercial real estate and
consumer loans, which carries a higher level of risk than other loans in the portfolio. The Company purchased $40.4
million of loans in 2006, compared to $24.0 million of loans in 2005. The properties securing the loans purchased are
primarily out of state and constitute a higher rate of risk than originated loans due to the size, locations and type of
collateral securing such loans. The Company’s out of state loans decreased by $7.8 million, or 5.4% during 2006. The
economic conditions in the Bank’s primary market areas remain generally stable. The net charge-offs were $73,000 for
the year ended December 31, 2006 and $170,000 for the year ended December 31, 2005. The charge-offs were
primarily due to losses on automobile and sccond mortgage loans. The resulting allowance for loan loss was $3.5
million and $3.3 million at December 31, 2006 and December 31, 2005, respectively.

The allowance for loan losses as a percentage of total loans receivable increased to 0.77% at December 31,
2006 from 0.76% at December 31, 2005. The level of nonperforming loans was $579,000 at December 31, 2006 and
$585,000 at December 31, 2005.

Management believes that the allowance for loan losses is adequate as of December 31, 2006. While
management estimates loan losses using the best available information, such as independent appraisals for significant
collateral properties, no assurance can be made that future adjustments to the allowance will not be necessary based on
changes in economic and real estate market conditions, further information obtained regarding problem loans,
identification of additional problem loans, and other factors, both within and outside of management's control.

Noninterest Income. Total noninterest income increased by $563,000, or 8.6%, to $7.1 million for the year
ended December 31, 2006 from $6.5 million for the year ended December 31, 2005. The increase in noninterest
income was primarily due to an impairment of securities available-for-sale recognized during the year ended December
31, 2005. During 2005, the Company recorded an other-than-temporary impairment of $679,500 related to three
Freddie Mac adjustable rate, perpetual preferred stocks with a face value of $3.5 million, due to the facts and
circumstances surrounding these securities at the time, including the duration and amount of the unrealized loss in the
securities, as well as the prospect for a change in market value within a reasonable period of time. These perpetual
preferred stock issues are investment grade securities that are held in the Company's available-for-sale securities
portfolio. The increase in 2006 was offset in part by decreases in fees and service charges, including loan prepayment
fees. abstract fees, and mortgage banking income. Fees and service charges decreased $102,000 primarily due to a
decrease in loan prepayment fees, offset in part by an increase in fees associated with checking accounts, including
overdraft fees. During the year ended December 31, 2006, the Company recorded $569,000 in loan prepayment fees,
compared to $1.0 million for the year ended December 31, 2005. Abstract fees decreased $66,000 due in part to the
sale of one of the Company's three abstract offices at the end of the second quarter of 2006. Mortgage banking income
decreased $43,000 due to a decline in loans originated for the secondary market.

Noninterest Expense. Total noninterest expense increased by $680,000, or 5.5%, to $13.1 million for the year
ended December 31, 2006 from $12.4 million for the year ended December 31, 2005. The increase is primarily due to
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increases in salaries and employee benefits and data processing expenses. Salaries and employee benefits increased
$563,000 primarily due to normal salary increases, additions to staff, an increase in the Company's contribution to its
defined contribution retirement plan, and an increase in option expense due to the Company's adaption of FAS 123(R)
in 2006. Data processing expense increased $72,000 primarily due to outsourcing of certain data processing support
functions during the year. The Company's efficiency ratio for the years ended December 31, 2006 and 2005 was
64.84% and 61.54%, respectively. The Company's ratio of noninterest expense to average assets for the years ended
December 31, 2006 and 2005 was 2.63% and 2.61%, respectively.

Income Taxes. The Company's provision for income taxes was $2.1 million and $2.5 million for the years
ended December 31, 2006 and 2005, respectively. The decrease in the provision for income taxes was primarily due to
the lower 2006 income before income taxes and the limited deductibility of the other-than-temporary impairment of
securities available-for-sate in 2005.

Comparison of Results of Operations for the Years Ended December 31, 2005 and 2004

Net Income. Net income decreased by $384,000, or 7.1%, to $5.0 million for the year ended December 31,
2005 compared to $5.4 million for the year ended December 31, 2004. Net income is primarily dependent on net
interest income, noninterest income, noninterest expense and income tax expense. The decrease in net income was
primarily due to an increase in noninterest expense, offset in part by increases in net interest income and noninterest
income.

Net Interest Income. Net interest income before provision for loan losses increased by $275,000, or 2.1%. to
$13.7 million for the year ended December 31, 2005 from $13.4 million for the year ended December 31, 2004. The
increase is primarily due to an increase in the average balance of interest-earning assets, offset in part by a decrease in
the yield on interest-earning assets, an increase in the average balance of interest-bearing liabilities, and an increase in
the average cost of funds. The interest rate spread (i.e., the difference in the average yield on assets and average cost of
liabilities) decreased to 2.83% for the year ended December 31, 2005 from 3.02% for the year ended December 31.
2004. The decrease in interest rate spread reflects the general decrease in the yield on interest-earning assets and the
increase in the overall cost of interest-bearing liabilities. The decrease in the yield on interest-earning assets primarily
reflects loan growth at rates generally lower than portfolio rates. The increase in the cost of interest-bearing liabilities
reflects repricing of interest-bearing liabilities at generally higher current market interest rates.

Interest Income. Interest income increased by $1.5 million, or 6.1%, to $26.3 million for the year ended
December 31, 2005 compared to $24.8 million for the year ended December 31, 2004. The increase in interest income
was primarily due to an increase in the average balance of interest-earning assets, offset in part by a decrease in the
average yield on interest-earning assets. The average balance of interest-earning assets increased $32.0 million, or
7.7%. 10 $448.4 million for the year ended December 31, 2005, from $416.4 million for 2004. The increase in the
average balances of interest-earning assets primarily reflects increases in the average balances of first mortgage loans
and consumer loans. The increases in first mortgage loans were primarily derived from originations of $74.6 million of
first mortgage loans secured by one- to four-family residences, originations of $8.5 million of first mortgage loans
secured by commercial real estate, purchases of first mortgage loans secured by one- to four-family residences,
multifamily residences and commercial real estate of $24.0 million, and originations of $24.8 million of second
mortgage loans, which originations and purchases were offset in part by payments and prepayments of $103.0 million
and sales of loans of $19.5 million during the year ended December 31, 2005. This reflects the Company's continued
emphasis on residential lending. See “-Business Strategy.” The average yield on interest-earning assets decreased to
5.86% for the year ended December 31, 2005 from 5.95% for the year ended December 31, 2004, primarily due to loan
growth at rates generally lower than portfolio rates.

Interest Expense. Interest expense increased by $1.2 million, or 10.9%, to $12.6 million for the year ended
December 31, 2005, compared to $11.4 million for the year ended December 31, 2004. The increase in interest
expense was primarily due to increases in the average cost of funds and in the average balance of interest-bearing
liabilities. The average cost of funds increased to 3.03% for the year ended December 31, 2005 from 2.93% for the
year ended December 31, 2004, primarily due to a general increase in market interest rates. The average balance of
interest-bearing liabilities increased $28.3 million, or 7.3%, to $416.6 million for the year ended December 31, 2005
from $388.3 million for 2004. The increase in the average balance of interest-bearing liabilities primarily reflects an
increase in the average balances of checking and money market accounts, certificates of deposit and borrowed funds,
offset in part by a decrease in the average balance of savings accounts. The increase in average interest-bearing
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deposits was primarily due to the Company's pricing strategies and continued marketing efforts. The increase in
interest-bearing liabilities was used to fund asset growth.

Provision for Loan Losses. The Company's provision for loan losses was $260,000 and $240,000 for the years
ended December 31, 2005 and December 31, 2004, respectively. The Company establishes provisions for loan losses,
which are charged to operations, in order to maintain the allowance for loan losses at a level which is deemed to be
appropriate based upon an assessment of prior loss experience, industry standards, past due loans, economic conditions,
the volume and type of loans in the Company's portfolio, which includes a significant amount of multifamily and
commercial real estate loans, substantially all of which are purchased and are secured by properties located out of state,
and other factors related to the collectibility of the Company's loan portfolio. During 2005, the Company’s total loan
portfolio increased $19.8 million, or 4,7%. This increase primarily consisted of increases in the one- to four-family
first mortgage real estate loans, which carries a lower level of risk than other loans in the portfolio. The Company
purchased $24.0 million of loans in 2005, compared to $52.7 million of loans in 2004. The properties securing the
loans purchased are primarily out of state and constitute a higher rate of risk than originated loans due to the size,
locations and type of collateral securing such loans. The Company's out of state loans decreased by $15.0 million, or
9.5% during 2005. The economic conditions in the Bank's primary market areas remain generally stable. The net
charge-ofts were $170,000 for both of the years ended December 31, 2005 and 2004. The charge-offs were primarily
due to losses on automobile and second mortgage loans. The resulting allowance for loan loss was $3.3 million and
$3.2 million at December 31, 2005 and December 31, 2004, respectively.

The allowance for loan losses as a percentage of total loans receivable decreased to 0.76% at December 31,
2005 from 0.77% at December 31, 2004. The level of nonperforming loans was $585,000 at December 31, 2005 and
$634.,000 at December 31, 2004.

Management believes that the allowance for loan losses is adequate as of December 31, 2005. While
management estimates loan losses using the best available information, such as independent appraisals for significant
collateral properties, no assurance can be made that future adjustments to the allowance will not be necessary based on
changes in economic and real estate market conditions, further information obtained regarding problem loans,
identification of additional problem loans, and other factors, both within and outside of management's control.

Noninterest Income. Total noninterest income increased by $489,000, or 8.1%, to $6.5 million for the year
ended December 31, 2005 from $6.0 million for the year ended December 31, 2004. The increase is primarily due to
increases in fees and service charges and mortgage banking income (gain on sale of loans), offset in part by a provision
for impairment on securities available-for-sale and decreases in abstract fees and other income. Fees and service
charges increased $1.36 million due primarily to an increase in loan prepayment fees of $644,000 and fees associated
with checking accounts, including overdraft fees, of $328,000. Mortgage banking income increased $34,000 due in
part to an increase in loan originations of loans held for sale. During 2005, the Company recognized an other-than-
temporary impairment of $680,000 on three Freddie Mac adjustable rate, perpetual preferred stocks that had declined in
value, reducing noninterest income for the year. The securities are investment grade securities that are held in the
Company's available-for-sale portfolio. The Company recognized an other-than-temporary impairment on the
securities based on the facts and circumstances surrounding each of the securities at the time, including the duration
and amount of the unrealized loss, as well as the prospect for the recovery of market value within a reasonable period
of time. Abstract fees decreased $171,000 due to decreased sales volume as a result of a general decrease in real estate
activity, such as loan originations, in Webster, Boone and Jasper Counties. Other income, which primarily includes
insurance, annuity, and mutual fund sales, rent income, and income associated with foreclosed real estate decreased
$54,000 due in part to decreases in annuity sales.

Noninterest Expense. Total noninterest expense increased by $1.1 million, or 9.9%, to $12.4 million for the
year ended December 31, 2005 from $11.3 million for the year ended December 31, 2004. The increase is primarily
due to an increase in salaries and employee benefits and other expenses. Salaries and employee benefits increased
$467,000 primarily due to normal salary increases, additions to staff, and an increase in the Company’s contribution to
its defined benefit retirement plan. Other expenses increased $603,000 due primarily to the write-down of other real
estate owned and an increase in professional fees. The Company's efficiency ratio for the years ended December 31,
2005 and 2004 was 61.54% and 58.18%, respectively. The Company's ratio of noninterest expense to average assets
for the years ended December 31, 2005 and 2004 was 2.61% and 2.54%, respectively.

Income Taxes. The Company’s provision for income taxes was $2.5 million for both of the years ended
December 31, 2005 and 2004. The provision for income taxes remained steady primarily due to the decrease in income
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hefore income taxes, offset in part by the limited deductibility of the other-than-temporary impairment of securities
available-for-sale.

Impact of Inflation and Changing Prices

The consolidated financial statements of the Company and notes thereto, presented elsewhere herein, have
been prepared in accordance with accounting principles generally accepted in the United States of America, which
require the measurement of financial position and operating results in terms of historical dollars without considering the
change in the relative purchasing power of money over time and due to inflation. The impact of inflation is reflected in
the increased cost of the Company's operations. Unlike most industrial companies, nearly all the assets and liabilities
are monetary. As a result, interest rates have a greater impact on the Company's performance than do the effects of
general levels of inflation. Interest rates do not necessarily move in the same direction or to the same extent as the price
of goods and services.

Off-Balance Sheet Arrangements

The Company is a party to financial instruments with off-statement of financial condition risk in the normal
course of business to meet the financing needs of its customers. These financial instruments consist primarily of
commitments to extend credit. Those instruments involve, to varying degtees, elements of credit and interest rate risk
in excess of the amount recognized in the statement of financial condition. The contract or notional amounts of those
instruments reflect the extent of involvement the Company has in a particular class of financial instruments.

The Company uses the same credit polices in making commitments and conditional obligations as it does for
on-statement of financial condition instruments. The Company does require collateral, or other security, to support
financial instruments with credit risks.

For additional information regarding off-balance sheet arrangements, see Note 14 to the Consolidated
Financial Statements.

Contractual Obligations

Payments due by period

Less than More than
Total 1 year 1-3 years 3.5 years 5 years
{In thousands}

Borrowings (1) .......... $ 107,908 $ 26,500 $ 44,500 $ 36,500 s 408

Loan commitments...............e.. 3,750 3,750 - - -
Available home equity and

unadvanced lines of credit ... 6,600 6.600 - - -

Total $ 118258 $ 36.850 $.44.500 § 36,500 § 408

(1) Callable advances are included in the category in which the advances mature
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McGladrey & Pullen

Certified Public Accountants

Report of Independent Registered Public Accounting Firm

To the Board of Directors
North Central Bancshares, Inc.
Fort Dodge, lowa

We have audited the consolidated statements of financial condition of North Central Bancshares, Inc. and
subsidiaries as of December 31, 2006 and 2005, and the related consolidated statements of income, stockholders’
equity and cash flows for each of the three years in the period ended December 31, 2006. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audis.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of North Central Bancshares, Inc. and subsidiaries as of December 31, 2006 and 2005 and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2006, in
conformity with U.S. generally accepted accounting principles.

As described in Note 1 to the consolidated financial statements, the Company changed its method of accounting for
stock-based compensation in 2006.

/%/a%//w&%, e~

Des Moines, lowa
March 12, 2007

McGladrey & Pullen, LLP is an independent member firm 28
of RSM International, an affiliation of separate and
independent legal entities.




North Central Bancshares, Inc. and Subsidiaries

Consolidated Statements of Financial Condition
December 31, 2006 and 2005

2006 2005
ASSETS
Cash and due from banks (Note 2):
Interest-hearing $ 12430,709 $ 552,456
Noninterest-bearing 7,591,567 8,087,216
Total cash and cash equivalents 20,022,276 8,639,672
Securities available-for-sale (Note 3) 14,554,052 15,457,942
Federal Home Loan Bank stock, at cost (Note 8) 5,476,000 5,250,100
Loans held for sale 583,700 737,838
Loans receivable, net (Notes 4, 5, 8 and 15) 449,043,259 430,278,191
Accrued interest receivable 2,262,273 2,146,102
Foreclosed real estate 468,117 1,142,901
Premises and equipment, net (Note 6) 12,633,711 10,962,248
Rental real estate 2,583,492 2,684,484
Title plant 671,704 925,256
Goodwill 4,946,960 4,970,800
Deferred taxes {Note 9) 1,027,680 953,676
Prepaid expenses and other assets 1,241,504 1,041,915

Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES
Deposits (Notes 5 and 7)
Borrowed funds (Note 8)
Advances from borrowers for taxes and insurance
Dividends payable
Accrued expenses and other liabilities
Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 14 and 17)

STOCKHOLDERS' EQUITY (Notes 11, 12 and 17)

Preferred stock, $.01 par value, autherized 3,000,000 shares;

none issued and outstanding

Common stock, $.01 par value, authorized 15,500,000 shares:

issued and outstanding 2006 1,380,653 shares;
2005 1,507,703 shares

Additional paid-in capital

Retained earnings, substantially restricted (Note 9)

Unearned shares, employee stock ownership plan (Note 10)

Accumulated other comprehensive income (loss)
Total stockholders’ equity

Total liabilities and stockholders’ equity

See Notes to Consolidated Financial Statements.
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$_ 515514,728

$_ . 485191,125

$ 360,329,810

$ 334,337,583

107,907,563 102,443,743
2,050,991 1,897,511
455,616 438,684
2,578,799 1,795,104
473,322,779 440,912,625
13,807 15,077
17,723,697 18,447,059
24,358,445 25,847,345
. (15.697)

96,000 (15,284)
42,191,949 44,278,500

$ 515514,728

$ 485,191,125




North Central Bancshares, Inc. and Subsidiaries

Consolidated Statements of Income
Years Ended December 31, 2046, 2005 and 2004

2006 2005 2004
Interest income:
Loans receivable:
First mortgage loans $ 23,102,096 §$ 21,391,426 §$ 20,026,428
Consumer loans 4,419,574 3,932,736 3,756,735
Securities and cash deposits 1,015,332 948,256 973,237
28,537,002 26,272,418 24,756,400
Interest expense:
Deposits (Note 7) 10,254,099 7,894,920 6,956,669
Other borrawed funds 5,161,348 4,712,535 4,410,057
15,415,447 12,607,455 11,366,726
Net interest income 13,121,555 13,664,963 13,389,674
Provision for loan losses (Note 4) 240,000 260,000 240,000
Net interest income after provision
for loan losses 12,881,555 13,404,963 13,149,674
Noninterest income:
Fees and service charges 4,381,340 4,482,923 3,123,253
Abstract fees 1,223,191 1,289,624 1,460,952
Mortgage banking income 245,827 289,042 254,731
Provision for impairment of securities available-for-sale - {679,500) -
Other income 1,261,178 1,166,280 1,220,672
Total noninterest income 7,111,536 6,548,369 6,059,608
Noninterest expense:
Compensation and employee benefits (Note 10) 7,223,295 6,659,922 6,192,515
Premises and equipment 1,499,563 1,452,136 1,428,534
Data processing 669,027 597,127 566,932
Other expenses (Note 13) 3,727,271 3,729,921 3,126,719
Total noninterest expense 13,119,156 12,439,106 11,314,700
Income before income taxes 6,873,935 71,514,226 7,894 582
Provision for income taxes (Note 9) 2,062,300 2,499,500 2,495,951
Net income § 4811635 $ 5014726 $ 5398631
Basic earnings per common share (Note 18) $ 337 % 329 % 3.47
Eamings per common share - assuming dilution (Note 18) 3.32 3.20 3.34
Dividends declared per common share 1.32 1.16 1.00

See Notes to Consolidated Financial Statements.
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North Central Bancshares, Inc. and Subsidiaries

Consolidated Statements of Cash Flows
Years Ended December 31, 2006, 2005 and 2004

2006 2005 2004

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 4811635 $ 5014726 § 5,398,631
Adjustments to reconcile net income to net cash
provided by operating activities:

Provision for loan losses 240,000 260,000 240,000
Depreciation 777,979 813,829 860,073
Amonrtization and accretion 410,486 409,436 578,352
Defetred taxes (140,255) (151,064) (78,659)
Effect of contribution to employee stock
ownership plan 59,958 255,378 328,059
Stock-based compensation 113,147 - -
Net tax benefit related to stock-based compensation {182,520} - -
{Gain) on sale of foreclosed real estate and loans, net (287,056) (336,012) (319,650)
Provision for impairment of securities available-for-sale - 679,500 -
Write-down of other real estate owned 82,035 181,900 -
Loss on sale or disposal of equipment and other assets 50,836 26,796 4179
Proceeds from sales of loans held-for-sale 19,433,905 19,776,886 18,059,841
Originations of loans held-for-sale (19,033,940) (19,321,555} (18,382,337)
Changes in assets and liabilities:
Accrued interest receivable (116,171) (192,497} (87,084)
Prepaid expenses and other assets (199,589) (283,053) 208,836
Accrued expenses and other liabilities 966,215 141,838 278,442
Net cash provided by operating activities 6,986,665 7,276,108 7,088,683
CASH FLOWS FROM INVESTING ACTIVITIES
Net change in loans 20,744,260 (405,303) 9,900,281
Purchase of loans (40,401,781) (24,024,223) {55,175,363)
Proceeds from sale of securities available-for-sale : 1,206,300 1,082,600 1,178,800
Purchase of securities available-for-sale (2,926,866) (1,932,700) (1,720,600)
Proceeds from maturities and calls of securities
available-for-sale 2,550,786 3,330,724 3,613,903
Purchase of premises, equipment and rental real
estate (2,371,892) (1,796,814) (752,992)
Proceeds from sale of equipment : 7,954 9,082 510
Net proceeds from sale of foreclosed real estate : 901,251 641,641 597,996
Other 242,043

Net cash (used in} investing activities (20,047,945) (23.094.9!;3) (42,357,4(;5)




North Central Bancshares, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (Continued)
Years Ended December 31, 2006, 2005 and 2004

2006 2005 2004
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in deposits $ 25992227 § 18003852 $ 32,370,162
Net increase in advances from borrowers for
taxes and insurance 153,480 41,262 119,494
Net increase (decrease) in short-term borrowings (1,000,000) (5,000,000} 4,500,000
Proceeds from other borrowed funds 32,500,000 21,000,000 9,000,000
Payments of other borrowed funds (26,036,180) (14.530,952) (7,529,910
Purchase of common stock for retirement (5,945,505) (1,947,167) (5,359,307)
Proceeds from issuance of common stock 447.940 682,385 1,560,910
Net tax benefit related to stock-based compensation 182,520 - -
Dividends paid {1,850,598) (1,709,002) (1,492,961)
Net cash provided by financing activities 24,443,884 16,540,378 33.168.388
Net change in cash and cash equivalents 11,382,604 721,493 (2,100,394)
CASH AND CASH EQUIVALENTS
Beginning 8,639,672 7,918,179 10,018,573
Ending $ 20022276 3% 8,639672 % 7,918,179
SUPPLEMENTAL SCHEDULE OF CASH FLOW
INFORMATION
Cash payments for:
Interest paid to depositors $ 9583989 § 7829434 % 6,909,056
Interest paid on borrowings 5,161,390 4,112,564 4,410,092
Income taxes 1,974,237 2,651,490 1,837,562

See Notes to Consolidated Financial Statements.

33




North Central Bancshares, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Significant Accounting Policies

Organization, nature of business and basis of presentation: North Central Bancshares, Inc. (the Company}, an
Iowa corporation, is a unitary savings and loan holding company that owns 100% of the outstanding stock of
First Federal Savings Bank of lowa (the Bank), which is a federally chartered stock savings bank that conducts
its operations from its main office located in Fort Dodge, lowa, and ten branch offices located in Fort Dodge,
Nevada, Ames, Perry, Ankeny, Clive, West Des Moines, Burlington and Mt. Pleasant, lowa.

Principles of consolidation: The consolidated financial statements include the accounts of the Company and
its wholly owned subsidiary, the Bank, and the Bank’s wholly owned subsidiaries, First Federal Investment
Services, Inc. (which sells insurance, annuity products and mutual funds), First Jowa Title Services, Inc.
(which provides real estate abstracting services) and Northridge Apartments Limited Partnership and
Northridge Apartments Limited Partnership II (which own multifamily apartment buildings). All significant
intercompany balances and transactions have been eliminated in consolidation.

Accounting estimates and assumptions: The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. Material estimates that are particularly susceptible to significant
change in the near term relate to the determination of the allowance for loan losses, valuation of goodwill,
unrealized gains and losses on securities available-for-sale and fair value of financial instruments.

Revenue recognition: Interest income and expense is recognized on the accrual method based on the
respective outstanding balances. Other revenue is recognized at the time the service is rendered.

Cash and cash equivalents and cash flows: For purposes of the consolidated statements of cash flows, cash
and cash equivalents includes cash and balances due from banks. Cash flows from loans, deposits and short-
term borrowings are reported net.

Securities available-for-sale: Securities classified as available-for-sale are those debt and equity securities the
Company intends to hold for an indefinite period of time, but not necessarily to maturity. Any decision to sell
a security classified as available-for-sale would be based on various factors, including significant movements
in interest rates, changes in the maturity mix of the Company’s assets and liabilities, liquidity needs, regulatory
capital considerations and other similar factors.

Securities available-for-sale are reported at fair value with unrealized gains or losses reported as a separate
component of other comprehensive income (loss), net of the related deferred tax effect. The amortization of
premiums and accretion of discounts, computed by the interest method over their contractual lives, are
recognized in interest income.

Realized gains or losses, determined on the basis of the amortized cost of specific securities sold, are included
in earnings.
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North Central Bancshares, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed
to be other-than-temporary are reflected in earnings as realized losses. In estimating other-than-temporary
impairment losses, management considers (1) the length of time and the extent to which the fair value has been
less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of
the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated
recovery in fair value.

Loans held for sale: Residential real estate loans, which are originated and intended for resale in the secondary
market in the foreseeable future, are classified as held-for-sale. These loans are carried at the lower of cost or
estimated market value in the aggregate. As assets specifically acquired for resale, the origination of,
disposition of, and gain/loss on these loans are classified as operating activities in the statement of cash flows.

Loans receivable: Loans that management has the intent and ability to hold for the foreseeable future, or until
pay-off or maturity occurs, are classified as held for investment. These loans are stated at the amount of
unpaid principal adjusted for charge-offs, the allowance for estimated losses on loans, any net deferred fees
and/or costs on originated loans and net unearned premiums (discounts). Interest is credited to earnings as
earned based on the principal amount outstanding. Deferred bank loan origination fees and/or costs are
amortized as an adjustment of the related loan's yield. As assets held for and used in the production of
services, the origination and collection of these loans are classified as investing activities in the statement of
cash flows.

The allowance for loan losses is increased by provisions charged to income and reduced by charge-offs, net of
recoveries. Management's periodic evaluation of the adequacy of the allowance is based on the Bank’s past
loan loss experience, known and inherent risks in the portfolio, adverse situations that may affect the
borrower's ability to repay, estimated value of any underlying collateral and current economic conditions.
While management uses the best information available to make its evaluation, future adjustments to the
allowance may be necessary if there are significant changes in economic conditions.

Uncollectible interest on loans that are contractually past due is charged off or an allowance is established
based on management’s periodic evaluation, generally when loans become 90 days past due. The allowance is
established by a charge to interest income equal to all interest previously accrued, and income is subsequently
recognized only to the extent that cash payments are received until, in management’s judgment, the borrower's
ability to make periodic interest and principal payments is no longer in doubt, in which case the loan is
returned to accrual status.

A loan is considered impaired when, based on current information and events, it is probable that a creditor will
be unable to collect the scheduled payments of principal or interest when due according to the contractual
terms of the loan agreement. Factors considered by management in determining impairment include payment
status, collateral value and the probability of collecting scheduled principal and interest payments when due.
Impairment is measured by either the present value of expected future cash flows discounted at the loan’s
effective interest rate, the loan's obtainable market price or the fair value of the collateral if the loan is
collateral-dependent.

Loan fees and certain direct loan origination costs are deferred, and the net fee or cost is recognized as an
adjustment to interest income using the interest method over the contractual life of the loans, adjusted for
estimated prepayments based on the Bank’s historical prepayment experience.

Premiums (discounts} on first mortgage loans purchased are amortized to income using the interest method
over the remaining period to contractual maturity, adjusted for anticipated prepayments.
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North Central Bancshares, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Transfers of financial assets: Transfers of financial assets are accounted for as sales when control over the
assets has been surrendered. Control over transferred assets is deemed to be surrendered when (1) the assets
have been isolated from the Company, (2) the transferee obtains the right (free of conditions that constrain it
from taking advantage of that right) to pledge or exchange the transferred assets and (3) the Company does not
maintain effective control over the transferred assets through an agreement to repurchase them before their
maturity.

Foreclosed real estate: Real estate properties acquired through loan foreclosure are initially recorded at the
lower of cost or fair value less selling costs at the date of foreclosure. Costs relating to development and
improvement of property are capitalized, whereas costs relating to the holding of property are expensed.

Valuations are periodically performed by management, and an allowance for losses is established by a charge
to income if the carrying value of a property exceeds its fair value less estimated selling costs.

Premises and equipment: Premises and equipment are stated at cost, net of accumulated depreciation.
Degpreciation is computed primarily by straight-line and double-declining balance methods over the following
estimated useful lives:

Years
Building and improvements 5-50
Automobiles, furniture and equipment 3-20

Rental real estate: Rental real estate is comprised of two low-income housing, multifamily apartment
buildings and equipment which is stated at cost, net of accumulated depreciation of approximately $1,256,000
and $1.044,000 for the years ended December 31, 2006 and 2005, respectively. Depreciation is computed
primarily by the straight-line and double-declining balance methods over the estimated useful lives of the
assets. Useful lives are the same as used for premises and equipment.

Title plant: Title plant is carried at cost and, in accordance with Statement No. 61, is not depreciated. Costs
incurred to maintain and update the title plant are expensed as incurred. During the year ended December 31,
20086, title plant was reduced by $253,552 due to the sale of a branch of First Iowa Title Services.

Goodwill: Under the provisions of SFAS 142, goodwill is not amortized but is subject to an annual
impairment test, or more often if conditions indicate a possible impairment. The Company has completed its
annual goodwill impairment test and has determined that there has been no impairment of goodwill. During
the year ended December 31, 2006, goodwill was reduced by $23,840 due to the sale of a branch of First lowa
Title Services.

Income taxes: Deferred taxes are provided on a liability method whereby deferred tax assets are recognized
for deductible temporary differences and operating loss and tax credit carryforwards, and deferred tax
liabilities are recognized for taxable temporary differences. Temporary differences are the differences between
the reported amounts of assets and liabilities and their income tax basis. Income taxes are allocated to the
Company and its subsidiaries based on each entity’s income tax liability as if it filed a separate return.

Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely

than not that some portion or all of the deferred tax assets will not be realized. Deferred tax assets and
liabilities are adjusted for the effects of changes in tax laws and rates on the date of enactment.
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North Central Bancshares, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Comprehensive income: Accounting principles generally require that recognized revenue, expenses, gains and
losses be included in net income. Although certain changes in assets and liabilities, such as unrealized gains
and losses on available-for-sale securities, are reported as a separate component of the equity section of the
balance sheet, such items, along with net income, are components of comprehensive income or loss. Gains and
losses on available-for-sale securities are reclassified to net income as the gains or losses are realized upon sale
of the securities. Other-than-temporary impairment charges are reclassified to net income at the time of the
charge.

Earnings per share: Basic earnings per common share represents income available to common stockholders
divided by the weighted average number of common shares outstanding during the periods presented. The
earnings per common share amounts - assuming dilution were computed using the weighted average number of
shares outstanding during the periods presented, adjusted for the effect of dilutive potential common shares
outstanding, which consists of stock options granted. In accordance with Statement of Position 93-6, shares
owned by the ESOP that have not been committed to be released are not considered to be outstanding for the
purpose of computing earnings per share.

Operating segments: The Company uses the “management approach” for reporting information about
segments in annual and interim financial statements. The management approach is based on the way the chief
operating decision-maker organizes segments within a company for making operating decisions and assessing
performance.  Reportable segments are based on products and services, geography, legal structure,
management structure and any other manner in which management disaggregates a company. Based on the
“management approach” model, the Company has determined that its business is comprised of two reporting
segments. The Company operates primarily in the banking industry, which accounts for the majority of its
revenues, operating income and assets, with the remaining operations consisting of real estate abstracting
services, insurance and investment services, and ownership of low-income housing tax credit apartment
complexes. The primary source of income for the Company is interest from the origination or purchase of
residential real estate, commercial real estate, and consumer loans. The Company accepts deposits from
customers in the normal course of business primarily in north central, central and southeastern lowa.

Stock_compensation: Effective January 1, 2006, the Company adopted SFAS No. 123(R), Shared-Based
Payments, using the modified prospective transition method. Prior to that date the Company accounted for
stock option awards under APB Opinion No. 25, Accounting for Stock Issued to Employees. In accordance
with SFAS No. 123(R), compensation expense for stock-based awards is recorded over the vesting period at
the fair value of the award at the time of grant. The recording of such compensation began on January 1, 2006
for shares not yet vested as of that date and for all new grants subsequent to that date. Prior years’ results have
not been restated. The exercise price of options granted under the Company’s incentive plans is equal to the
fair market value of the underlying stock at the grant date. The Company assumes no projected forfeitures on
its stock-based compensation, since actual historical forfeiture rates on its stock-based incentive awards have
been negligible.

Recent accounting pronouncements: In February 2006, the Financial Accounting Standards Board (FASB)
issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, which permits, but does not require,
fair value accounting for any hybrid financial instrument that contains an embedded derivative that would
otherwise require bifurcation in accordance with SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities. The statement also subjects beneficial interests in securitized financial assets to the
requirements of SFAS No. 133. For the Company, this statement is effective for all financial instruments
acquired, issued, or subject to remeasurement after the beginning of its fiscal year that begins after September 15,
2006, with earlier adoption permitted. The Company is currently evaluating the impact that the adoption of this
statement will have on its financial position, results of operation and cash flows.
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In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets, an amendment of
FASB Statement No. 140. The statement amends SFAS No. 140 by (1) requiring the separate accounting for
servicing assets and servicing liabilities, which arise from the sale of financial assets; {2) requiring all separately
recognized servicing assets and servicing liabilities to be initially measured at fair value, if practicable; and (3)
permitting an entity to choose between an amortization method or a fair value method for subsequent
measurement for each class of separately recognized servicing assets and servicing liabilities. This statement is
effective for fiscal years beginning after September 15, 2006, with earlier adoption permitted. The Company is
currently evaluating the impact that the adoption of this statement will have on its financial position, results of
operation and cash flows.

In June 2006, the FASB issued FASB Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income
Taxes. This interpretation applies to all tax positions accounted for in accordance with SFAS No. 109,
Accounting for Income Taxes. FIN 48 clarifies the application of SFAS No. 109 by defining the criteria that an
individual tax position must meet in order for the position to be recognized within the financial statements and
provides guidance on measurement, de-recognition, classification, interest and penalties, accounting in interim
periods, disclosure and transition for tax positions. This interpretation is effective for fiscal years beginning after
December 15, 2006, with earlier adoption permitted. The Company is currently evaluating the impact that the
adoption of this interpretation will have on its financial pesition, results of operation and cash flows.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. This statement defines fair
value, establishes a framework for measuring fair value, and expands disclosures about fair value measurements.
